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SUMMARY 


President Balaguer is in the first year of a third four-year term 
marked by contimued political and economic stability. Growing at 
an annual rate of 8.8 percent in real income, the Dominican economy 
has been buoyed by high sugar prices, a strong performance as well 
in other exports, a continuing construction boom, and a good mix of 
fiscal and monetary policies. Earlier projections of a $200 million 
surplus on the international balance of payments in 1975 have been 
scaled downward in light of the most recent drop in world sugar 
prices and the current drouth, whose extent, duration, and impact 
are not yet fully known. Dominican imports jumped by 59.5 percent 
in 1974, and the U.S. share of these imports increased from 54 per- 
cent in 1973 to 60 percent in 1974, reflecting the greater competi- 
tiveness and receptivity of U.S. products. Wages have increased 
slightly, but not as much as prices, with inflation running at 20 
percent. The Dominican Government continues to stimulate investment, 
foreign as well as domestic. The new industrial free zones are 
expanding. Oceanshipping services have improved. The channeling 
of large amounts of resources into construction, agriculture, and 
tourism represents important opportunities for U.S. businessmen. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Strong Performance of Dominican Economy. Still growing at an im- 
pressive rate, the Dominican economy atone an increase in real 
Gross National Product (GNP) of some 8.8 percent in 1974. Although 
down slightly from the growth rates of 10 and 11 percent realized at 
the beginning of the decade, the increase is still one of the highest 
in Latin America, and was realized in spite of the quintupling of 
world petroleum prices. (The Dominican Republic must import all of 
its petroleum.) With the very high population increase of three 
percent annually or more, the growth in real per capita income in 
1974 was 5.6 percent as compared to 6.0 percent the previous year. 


Phenomenally high sugar prices, and a strong export performance in 
other areas as well, were important contributors to the buoyancy of 
the Dominican economy. Other engines of growth were the construction 
boom, continued public and private investment, and the Dominican 
Government's good mix of fiscal and monetary policies. 


The 1974 growth of the principal sectors of the Dominican economy 
was as follows: construction, 12.6 percent; other industry, 11.2 
percent; mining, 10.0 percent; commerce, 9.5 percent; communications, 
9.2 percent; transport, 7.2 percent; electricity, 6.5 percent; and 
agriculture, 3.3 percent. 


Balance of payments Surplus Reduced by Drouth. The Dominican Repub- 
lic entered 1975 anticipating foreign exchange earnings at unprece- 


dented levels. With sugar prices' having shot upward from nine and 
10 cents per pound only a few months earlier to a price of 65 cents 
in November 1974, the country enjoyed large windfall earnings both 
in foreign exchange and in government revenues. Whereas much of the 
1974 crop was contracted for the previous year at an average price of 
14 cents per pound, 68 percent of the 1975 export crop has been sold 
at an average price of 33.2 cents per pound. Other major exports, 
such as cocoa, coffee, and tobacco, also showed significant gains in 
price or volume or both. The beginning of important gold and silver 
exports which came on stream for the first time in April 1975 was an 
additional source of important foreign exchange. Gross tourist 
earnings have also been very favorable. 


With such large windfall earnings from sugar, its major export, the 
Dominican Government prudently undertook a set of comprehensive 
measures in February 1975 to set aside some of the new large earnings 
in foreign exchange and in domestic revenues with the view to hus- 
banding them for future development while at the same time preventing 
an immediate, unfavorable impact on domestic inflation. 





Current Economic Situation and Trends (continued) 


Such favorable developments on the export side of the Dominican 
Republic's balance of international payments gave rise to the 
expectation that, for the first time in the country's recent econom- 
ic history, there would be a substantial surplus. A deficit on the 
trade balance of about $36 million in 1974 had been expected to be- 
come a surplus of perhaps as much as $350 million in 1975. While 
net capital in-flows had been projected to diminish somewhat, the 
expected surplus in the balance of payments for 1975 had been antici- 
pated at about $150 to $200 million. 


These estimates are now being scaled downward by two significant 
developments. From a high of 65 cents per pound last November, 
international sugar prices have dropped to 12 and 13 cents per pound. 
In addition, the Dominican Republic is currently suffering the worst 
drouth in several years. The full extent, impact, and duration of 
the drouth are not yet known, but it seems fairly certain that the 
country will be importing substantially more foodstuffs and grains 
than had earlier been expected. There will also be some losses to 
traditional export crops such as tobacco. Meat exports will be off 
because of declining beef prices in the United States. In spite of 
all this, however, the balance of payments will probably end up with 
a surplus of several million, compared to a deficit of $13.4 million 
in 1974, provided world petroleum prices are not increased. 


Strong Fiscal Performance. Strongly inclined to avoid deficit financ- 
ing, Rs Dominican Government continues to meet a high percentage of 


its expenditures from ordinary revenues. The tax revenues of the 
Central Government amount to approximately 15 percent of the GNP, one 
of the highest in Latin America. Most of these revenues come from 
import and export taxes. In 1974 the Government's total revenues in- 
creased by 31.4 percent, to a high of $473.6 million. Indirect taxes 
contributed $194.3 million and income taxes $131.9 million. Total 
Central Government expenditures for 1974 were $500.2 million, an in- 
crease of 35.7 percent. Public capital investment in basic infrastruc- 
ture amounted to $203.1 million. 


With the rate increases last November of the State-owned electric 
corporation, the losses of that entity will be reduced from $29 
million in 1974 to $15 million in 1975. 


The Dominican Republic has a very modest external public debt. The 


debt-service ratio (relationship of servicing the external public 
debt to the export earnings) is an exceedingly low 3.5 percent. 


Wages and Prices. The Dominican Government has been quite success- 
ful in pursuing a cautious wage policy. Throughout the public sector, 
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Current Economic Situation and Trends (continued) 


wage increases over the past decade have been modest. Increases in 

the minimum wage in the latter part of 1974 have had little influence 
on costs and prices. Unemployment in Santo Domingo is about 20 percent, 
and in the remainder of the country both unemployment and underemploy- 
ment are extensive. 


Wages generally have not kept pace with inflation. After years of 
remarkable price stability, the Dominican economy was hit by double- 
digit inflation in 1973 which has been accelerating since. While the 
inflationary rate has not been excessive by the standard of many 
developing, or even developed, countries, it has become serious. After 
rates of 2.9 percent in 1971 and 7.8 in 1972, inflation jumped upward 
in 1973 to approximately 17 percent, was perhaps 20 percent in 1974, 
and will be no less, particularly in view of falling agricultural pro- 
duction resulting from the drouth, in 1975. Food costs are up notably. 
Electric rates were sharply increased in November 1974. While imported 
items are plentiful, they are more expensive. Greater recourse to the 
parallel market, as reflected in some widening between the official and 
parallel exchange rates, means added import costs. 


Favorable Investment Climate. The Dominican Republic has one of the 
most favorable investment climates in Latin America. In a desire to 
continue the present rate of growth and development of the country, 

the Dominican Government pursues a strong policy of encouraging new 
investment, foreign as well as domestic. Effective tariff protection 

is high, and has been further increased by tariff exonerations on inputs 
and capital goods. The combination of high tariffs, import quotas, 
special exonerations of duties on imports of equipment and intermediate 
goods, income tax and other exemptions, liberal credit policies, and 
comparatively low labor costs have fostered a rapid industrial develop- 
ment. (See also separate section below on Industrial Free Zones.) The 
industrial sector is made up mostly of light industry in which food, 
beverages, and tobacco account for 56.8 percent of the sales, but more 
and more small manufacturing is being established. Recently, new cement 
and cardboard factories and paper recycling plants began operations. 
Some light durable goods, clothing, and small electronics are also being 
manufactured. Plants usually employ a small number of workers, and are 
often family-owned. Consumer goods production, with labor-intensive 
methods, is typical. There are not many professionally trained mana- 
gers or administrators. 


Investment disputes have been minimal. Following the lead of Jamaica, 
another bauxite-exporting country, the Dominican Republic re-negotiated 
with the Aluminum Company of America an interim settlement on the terms 
for operating the one bauxite concession in the country. The interim 
agreement runs until September 1975, when further discussions will take 
place in light of international bauxite developments. 


- 6 - 





Current Economic Situation and Trends (continued) 


Industrial Free Zones. Industrial free zones, where materials are 
brought in duty-free, processed by local labor and re-exported, con- 
tinue to expand. Foreign-owned plants in these zones are completely 
exempt from income taxes, and pay workers slightly less. Domestically- 
owned companies in the zones are excluded from domestically-available 
credit. There are now 40 plants employing some 4,000 workers in the 
three zones which are already operating in La Romana, San Pedro de 
Macoris, and Santiago. Legal steps have been taken to create addi- 
tional zones in San Cristobal, a short distance west of the capital, 
and in Puerto Plata. Haina, which will become the new port for Santo 
Domingo, has a free zone in the planning stage. With the unemployment 
rate as high as 20 percent, these free zones are creating important 
additional employment opportunities, and are bringing new skills and 
technology to the country. 


Better Ocean Freight Service. The decision of the Puerto Rican 
Government to buy out four U.S. freight lines operating between the 
East Coast of the U.S. and Puerto Rico has had the unanticipated 

result of better and more frequent direct service between the Domini- 
can Republic and the United States. Many cargoes which until recently 
were transshipped through Puerto Rico now move by Sea-Land's higher 
frequency of direct sailings between the U.S. and Haina, on the western 
edge of Santo Domingo. A new Dominican company, using Seatrain con- 
tainers, is also operating out of Boca Chica, about 25 miles east of 
Santo Domingo. 


The Dominican Congress recently passed a new maritime law, which has 
yet to appear in the Official Gazette, designed to stimulate the 
creation of a Dominican merchant fleet. The law would reserve certain 
cargoes of the Dominican Government or those enjoying certain tax 
exemptions for Dominican flag carriers. Any new Dominican lines formed 
to take advantage of the new law, however, would have to use purchased 
rather than leased ships. 


The announcement in May 1975 of a $35.5 million loan from the Inter- 
American Development Bank for the development of the port of Haina 
means that the Dominican Republic will soon have a new large and 
modern seaport. 


Air freight rates over the past year climbed about 14 percent. After 
sharp increases earlier, ocean freight rates appear to have remained 
steady in recent months. Rates for charter and tramp steamers have 
declined slightly. These types of vessels, however, are employed pri- 
marily for Dominican bulk exports, such as raw sugar, bauxite, cement, 
and grains, and for petroleum imports. 


« Fix 





Current Economic Situation and Trends (continued) 


Construction Boom. A salient feature of the Dominican economy is the 
large amount of construction which is currently underway. Sheraton, 
Loews, and Gulf and Western are now building first-class hotels in 
Santo Domingo, and several other hotels have only recently opened 
their doors. New Government buildings are going up. A housing boom 
is evidenced on all sides. Government contracts in recent weeks have 
been let to construct two new dams involving irrigation and hydro- 
electric energy. Other dams and highway projects are on the drawing 
boards. A short time ago the World Bank announced a $16 million loan, 
to be matched by a like amount from the Dominican Government, to develop 
tourism on the country's northern beaches. A runway to handle Boeing 
747's has already been completed on the north coast, and other infra- 
structure will soon be going into place there. 


IMPLICATIONS FOR THE UNITED STATES 


President Balaguer is in the first year of a third four-year term 
marked by continued political and economic stability. The steady 
progress of the Dominican Republic has been reflected in the large 
amount of additional trade and investment recently and currently 
underway. Now the largest market for U.S. goods in Central America 
and the Caribbean, the Dominican Republic imported $407.5 million in 
American products during 1974, an increase of almost 80 percent over 
the previous year. The U.S. share of Dominican imports increased 
from 54 percent in 1973 to 60 percent in 1974. 


Total Dominican imports increased from $421.9 million in 1973 to 
$673.0 million in 1974, a jump of 59.5 percent. Exports increased 


during the same period by 44.0 percent, from $442.1 million to $636.8 
million. 


Percentage increases in various imports from the U.S. during 1974 are 
as follows: machinery for special industries, 175 percent; electric 
power machinery, 86 percent; other machinery, 83 percent; rice, 68 
percent; vegetable oils, 48 percent; wheat, 41 percent; paper and 
paperboard, 33 percent; synthetic resins and plastic materials, 27 
percent; and motor vehicles, 11 percent. Fertilizers, which had in- 
creased 83 percent in 1973, declined by 12 percent in 1974. 


While some of these increases reflect the general trend in world-wide 
inflation, the added share of the market for the United States indi- 
cates the greater competitiveness of American products. There is in 
the Dominican Republic a traditional preference for American goods, 
which are prized for their quality, the servicing which goes with them, 
and the greater speed with which spare parts can be obtained. U.S. 
prices and delivery are increasingly competitive with the Europeans 

and Japanese. 





Implications for the United States (continued) 


The construction voom offers important opportunities in materials, 
equipment, and consulting and supervisory services. The Guy F. 
Atkinson Company of San Francisco was awarded the contract a few 
weeks ago to build the Sabana Yegua Dam at a cost of some $60 million. 
More recently, the Frederic R. Harris Company obtained the contract 
for the feasibility study on widening or replacing the Santo Domingo- 
Santiago highway. 


Similarly large projects have been announced lately, such as the 
Mao and Hatillo dams and the above-mentioned loan of $35.5 million 
for the development of the Port of Haina. The Dominican Electric 
Corporation will be making large purchases of thermal generating 
equipment and associated power lines and equipment. The City of 
Santo Domingo will be acquiring several hundred buses over the next 
few years. 


With assistance from the U.S. Agency for International Development, 
the Dominican Government is channeling resources into the lagging 
agricultural sector. Various feeder roads and irrigation projects 
are underway. The Dominican Government is also giving heavy stress 
to the development of tourism, with the U.S. market primarily in mind. 


Direct sale opportunities include construction supplies and equipment, 
hotel and restaurant furnishings and supplies, cooling and refrigera- 
tion equipment, pumps and centrifuges, portable irrigation systems, 
water supply equipment, food processing and packaging machinery, 
agricultural machinery and equipment, office equipment and supplies. 
and sports equipment and leisure goods. There continues to be a good 
demand for household appliances, hardware items, small tools, and 
electronics. 





INTERNATIONAL ECONOMIC INDICATORS 
AND COMPETITIVE TRENDS 


This important new periodical pro- 1 Economic Prospects And Recent Trends 
vides comprehensive, up-to-date 


statistical information for the 
United States and its seven prin- 
cipal industrial competitors — 
France, Federal Republic of 
Germany, Italy, Netherlands, United 
Kingdom, Japan, and Canada. 


2 Changes in Key Competitive Indicators 


3 Basic Data For Indicators 


Data are presented in four sec- 
tions. 4 Notes And Sources 


International Economic Indicators and Competitive Trends is a valuable reference for 
business analysts, economists and others who wish to assess the relative competitive 
position of the United States. Attractively presented tables, charts, and text provide 
a clear and easily readable source of the latest statistical information. It may be 
used for an overall view of international trends, or as a basis for more detailed anal- 
yses of the economic situation in the major industrial countries. 
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CALL US 


WE’VE GOT THE ANSWERS 
TO YOUR MARKETING 
QUESTIONS WORLDWIDE 


Commercial and economic information 
on most trading partners of the United 
States is available from the Bureau 
of International Commerce, U.S. De- 


partment of Commerce. 
The Bureau is organized geographically 


responsible for a country or group of 
countries as listed below. Assistance 
or information about marketing in 
these countries may be obtained by 
dialing these key people directly: 
(202) 967 plus the given extension 


with a Country Marketing Manager 


Far East 
Australia and New 
Zealand 
East Asia 
Japan 
South Asia 
Southeast Asia 


Area Extension 


Africa 
Central Africa 
East and South Africa 
West Africa 


3646 
5401 
2¢27 
3137 
3875 


3904 
4927 
4388 


Europe 

Canada and Benelux 
countries 

France 

Germany and Austria 

Italy and Greece 

Nordic countries 

Spain and Portugal 

Switzerland, Yugo- 
slavia and Turkey 

United Kingdom 


Latin America 


Brazil 

Mexico, Central 
America, and 
Panama 

Argentina, Uruguay, 
and Paraguay 

Caribbean countries 
and remainder of 
South America 


3848 
4504 
4414 
3944 
4601 
3957 


5427 


5020 


2428 


2795 


3713 2995 


Special units within the Department of Commerce have been created to 
deal with particular marketing situations: 


Commerce Action Group for the Near East 
North Africa 


Near East 

Bahrain, lraq, Jordan, Kuwait, Lebanon, Oman, 
Peoples Democratic Republic of Yemen, 

Qatar, Saudi Arabia. Syria, United Arab 
Emirates, Yemen Arab Republic 


5737 


lran, Israel, Egypt 


Bureau of East West Trade 


Eastern Europe 
USSR 
Peoples Republic of China 


U.S. DEPARTMENT OF COMMERCE e Domestic and International Business Administration 


w U.S. GOVERNMENT PRINTING OFFICE: 1975—210-946/20 3-1 











